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failed to show that the taxpayer had sufficient reasonable expenses 
that prevented the taxpayer from making at least some payment of 
the assessed taxes. In re Rossman, 2012-2 U.S. Tax Cas. (CCH) 
¶ 50,713 (Bankr. D. Mass. 2012).
 The debtor hired a company to handle its payroll, including 
payment of federal taxes withheld from the employees’ wages. 
Although the debtor was required to pre-pay the amounts to be 
paid as wages and as withheld taxes, the debtor was behind in 
several months of payments when the debtor filed for bankruptcy. 
The payroll company sought to have the unpaid amounts declared 
nondischargeable under Section 523(a)(14) as a debt incurred to 
pay federal taxes which would otherwise be nondischargeable. 
The court held that Section 523(a)(14) did not apply because the 
payroll company incurred the debt voluntarily, the debt was largely 
for payment of the wages, and the debtor did not incur the debt as 
part of an effort to pay the taxes. The court also held that Section 
523(a)(14) did not apply because the taxes involved were not 
nondischrgeable because the taxes were actually paid, leaving no 
tax claim against the debtor. In re Provenzano, 2012-2 U.S. Tax 
Cas. (CCH) ¶ 50,694 (Bankr. E.D. Mich. 2012).
FEDERAL FARM
PROGRAMS
 No items. 
BANkRUPTCy
FEDERAL TAX
 DISCHARGE. The debtor owed taxes resulting from stock 
options received as part of compensation from employment. 
Although the debtor had lived an expensive lifestyle in the taxable 
year which gave rise to the taxes, the debtor had not realized the 
large tax debt which would result from the sale of the stock options 
and had thought that subsequent losses would offset the taxable 
income.  However, once the tax debt was known, the debtor stopped 
the expensive lifestyle and made several changes to reduce costs, 
including moving to another country.  The court noted that none of 
the usual indicia of tax evasion was present, including no attempt 
to hide assets, continue a lavish lifestyle or retain expensive assets. 
The court held that the taxes were not nondischargeable under 
Section 523(a)(1)(C) because of failure of the IRS to show willful 
intent to evade taxes. On appeal the appellate court affirmed, 
agreeing that the debtor had a bona fide, but mistaken belief that 
later losses would offset the taxes incurred from the sale of stock. 
In re Lindros, 2012-2 U.S. Tax Cas. (CCH) ¶ 50,703 (M.D. Fla. 
2012), aff’g, 2011-2 U.S. Tax Cas. (CCH) ¶ 50,712 (Bankr. M.D. 
Fla. 2011).
 The debtor had invested in a couple of farm tax shelter 
partnerships and incurred taxes from disallowance of the deductions 
resulting from the partnerships. Although their was no evidence of 
direct attempts to evade payment of the taxes, the court held that 
the taxes were nondischargeable because the debtor, a lawyer, had 
knowledge of the duty to pay taxes and had the ability to make 
payments from substantial income. The court noted that the debtor 
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operated exclusively for religious, charitable, scientific, literary, or 
educational purposes, or to foster national or international amateur 
sports competition (but only if no part of its activities involve the 
provision of  athletic facilities or equipment), or for the prevention 
of cruelty to children or animals. . . . “).
 14  Prop. Treas. Reg. § 1.1411-2(a)(B)(2)(iii).
 15  Pub. L. No. 96-589, 94 Stat. 3389 (1980).
 16 I.R.C. § 1411(b).
 17  Prop. Treas. Reg. § 1.1411-4(i). 
 18 NPRM REG 130507-11, Preamble paragraph 5(A)(v), 77 Fed. 
Reg. 72611, 72617 (Dec. 5, 2012).
 19  I.R.C. § 1411(c)(6).
 20  I.R.C. § 1402(a).
 21  I.R.C. § 1402(b).
 22  I.R.C. § 1411(c)(4)(B), referring to I.R.C. § 1401(b) 
(imposition of the Hospital Insurance Tax).
 23  I.R.C. § 469(h)(1).
 24  I.R.C. § 1402(a).
 25  I.R.C. § 469(h)(1).
 26  I.R.C. § 1411(c)(6).
 27  Id.
 28  I.R.C. § 1411(c)(2)(A).
 29  Id.
 30  I.R.C. § 469(h)(1).
 31  See I.R.C. § 469(h)(1).
 32  I.R.C. § 469(c)(7).
 33  I.R.C. § 469(c)(2).
 34  See I.R.C. § 1402(a)(1).
 35  Id.
 36  I.R.C. § 469(h)(1).
 37  I.R.C. § 1411(c)(6).
 38  I.R.C. § 1411(c)(1)(A)(iii). See Prop. Treas. Reg. § 1.1411-7.
 39  I.R.C. § 1411(c)(4)(A). A similar rule for losses is provided by 
I.R.C. § 1411(c)(4)(B).
 40  I.R.C. § 1411(c)(4).
 41  See I.R.C. § 6231(a)(1)(B).
 42  Prop. Treas. Reg. § 1.1411-7(b)(1)(i).
 43  Prop. Treas. Reg. § 1.1411-4(a)(1)(iii).
 44  Prop. Treas. Reg. § 1.1411-7(b)(ii).
 45  See Prop. Treas. Reg. §§  1.1411-4(a)(1)(iii), (d)(3).
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 FEDERAL ESTATE
AND GIFT TAXATION
 CHARITABLE DEDUCTION. The taxpayer and former 
spouse had created a trust which provided for an annual payment 
to taxpayer and former spouse of a unitrust amount equal to a 
percentage of the net fair market value of the assets of the trust, 
valued as of the first day of each taxable year of the trust. Upon the 
death of either the taxpayer and former spouse, the survivor was 
entitled to the entire unitrust payment. Neither the taxpayer and 
former spouse retained a right to revoke the respective survivorship 
interest transferred at the time the trust was created. The trust also 
provided that on the death of the last to die of the taxpayer and 
former spouse, the trustee was to distribute all of the principal 
and income of trust to a charity, an organization that meets the 
requirements of I.R.C. § 170(c) and § 2522(a). However, the 
taxpayer and former spouse retained the right to add or delete, by 
inter vivos or testamentary written instrument, qualified exempt 
charities to receive the remainder. The former spouse died, 
leaving the taxpayer as the sole trustee of the trust and the sole 
beneficiary of the unitrust payment. As the surviving settlor of the 
trust, the taxpayer had the right to add or delete, by inter vivos 
or testamentary written instrument, qualified exempt charities 
to receive the remainder. The taxpayer transferred an undivided 
interest in the unitrust payment to a charity and designated the 
charity as a remainder beneficiary of the same undivided interest 
in the remainder. The IRS ruled that the transfer was eligible for 
a charitable deduction for the transfer of the income interest and 
for the transfer of the remainder interest. The IRS also ruled that 
any unrecognized capital gain realized prior to the transfers would 
not become taxable because of the transfers. Ltr. Rul. 201249002, 
Sept. 7, 2012.
 GIFTS. Taxpayer made a taxable gift in 1990. Had taxpayer 
filed a gift-tax return, the taxpayer could have used some of the 
I.R.C. § 2505 unified credit to offset the entire 1990 gift tax, 
but the taxpayer did not file a gift-tax return or pay gift tax. In a 
subsequent year, the taxpayer made subsequent taxable gifts, filed 
a gift-tax return, and used up the entire unified credit against these 
gifts. In 2010, the taxpayer’s estate reported the 1990 gift on the 
estate tax return. The estate sought a ruling as to when I.R.C. § 
6601 underpayment interest starts to accrue on the 1990 gift-tax 
deficiency. In a Chief Counsel Advice letter, the IRS ruled that the 
interest on the 1990 gift began to accrue on the due date for the 
gift tax return, April 15, 1991. CCA 201249015, Aug. 14, 2012.
FEDERAL INCOME 
TAXATION
 CHARITABLE DEDUCTION. The taxpayers owned a 74 
acre undeveloped rural property which was partially subdivided 
into seven residential lots. The taxpayers granted a conservation 
easement for 80 percent of the property covering the area outside 
of the seven lots. Although the easement agreement warranted 
that  there were no outstanding mortgages on the property, the 
property was subject to a mortgage held by a bank on the date 
of the transfer.  The agreement also provided that the agreement 
could be amended under “appropriate” circumstances. The 
taxpayers obtained a subordination agreement from the bank 
several years after the transfer, although the bank required 
a buy-down of the mortgage first. The taxpayers claimed a 
charitable deduction for the value of the easement as determined 
by an appraisal. The IRS challenged the deduction because 
(1) the grant of the conservation easement was a condition of 
receiving permission from the county to subdivide the land; 
(2) the conservation easement was not protected in perpetuity 
because (a) the terms of the easement allowed taxpayer and the 
charitable organization to amend the easement by agreement, 
(b) mortgage on the land was not subordinated at the time of the 
grant, and (c) the easement failed to provide for the allocation 
of proceeds to the charitable organization in the event the 
easement was extinguished; (3) the taxpayers’ deduction for 
the contribution of the easement is limited to the basis allocated 
to the easement; and (4) the easement was overvalued. On the 
issue of (2)(b), the taxpayers argued that the bank would have 
subordinated its mortgage at the time of the transfer. The court 
noted, however, that a bank officer refused to testify that the 
bank would have subordinated the mortgage at the time and 
the subsequent subordination agreement required a buy-down 
of the mortgage, indicating that the bank would not have freely 
subordinated its mortgage to the charitable organization. In any 
case, the court held that the requirement that all liens against the 
property had to be subordinated was an absolute requirement for 
a charitable deduction for a grant of an easement; therefore, the 
deduction was properly denied by the IRS. Minnick v. Comm’r, 
T.C. Memo. 2012-345.
  CORPORATIONS
 CAPITAL CONTRIBUTION. The taxpayers owned a 
corporation which specialized in environmental catastrophe 
remediation, mold inspection, and asbestos testing. The 
taxpayers made contributions to the corporation which were 
not designated as loans on the corporation’s books or otherwise 
treated as loans.  However, the corporation made substantial 
payments on the taxpayers’ credit card for personal items. The 
IRS assessed these payments as income to the taxpayers but 
the taxpayers argued that these payments were payments on 
loans to the corporation from the taxpayers. The court noted 
that none of the usual indicia of loans was present, such as 
interest payments, terms or even treatment of the contributions 
as loans on the corporation’s books.  In addition, the corporate 
treasurer gave no loan approvals. The court held that the amounts 
contributed to the corporation were capital contributions and 
the payments of personal items were income to the taxpayers. 
ACM Environmental Services, Inc. v. Comm’r, T.C. Memo. 
2012-335.
 COURT AWARDS AND SETTLEMENTS. In Chief 
Counsel Advice letters, the IRS stated: “Our review of the 
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materials provided revealed that the recipients underwent 
unwanted medical procedures. Accordingly, we conclude that 
the proceeds qualify for exclusion under section 104(a)(2) of the 
Code.” CCA 201248019, June 4, 2012.
 The taxpayer filed suit after a fire destroyed the taxpayer’s bee 
farm, alleging that (1) the taxpayer was “hurt and injured in . . . 
[his] health, strength, and activity, sustaining injury to . . .  [his] 
nervous system and person, all of which injuries have caused, 
and continue to cause . . . great mental, physical, emotional, and 
nervous pain and suffering”; (2) that the taxpayer’s “earning 
capacity has been and will be greatly impaired”; (3) that the 
taxpayer’s “thriving bee keeping business and facility at the 
Bee Canyon Ranch, which included, but is not limited to, many 
vehicles, hives, harvesting equipment, storage units, and other 
various equipment and inventory, were destroyed beyond repair”; 
and (4) that taxpayer “has lost and continues to lose the use of the 
bee keeping facility.” The parties reached a settlement under which 
the taxpayer received $577,069, but the settlement did not specify 
the amount of money paid for each claim. Although the taxpayer 
identified some health issues resulting from the fire, the court found 
that the taxpayer did not receive any payment for physical injuries 
but that the payment was intended to compensate the taxpayer for 
property damage.  Harris v. Comm’r, T.C. Memo. 2012-333.
 DEPENDENTS. The taxpayer was divorced from a former 
spouse with whom the taxpayer had one child. Under the divorce 
decree, the taxpayer was given joint custody of the child with 
the former spouse but the child lived with the former spouse 
most of the year. The divorce decree provided that, so long as the 
taxpayer remained current on child support payments, the taxpayer 
was entitled to claim the federal dependency exemption for the 
child. The taxpayer filed an income tax return claiming the child 
as a dependent and attached a copy of the divorce decree but no 
Form 8332. The IRS denied the exemption for the child and the 
child tax credit. The court examined whether the divorce decree 
substantially complied with the From 8332 requirements.  The 
court held that, because the decree allowed the exemption for 
the taxpayer only if the taxpayer was current on child support 
payments, the decree failed to provide an unconditional release of 
the claim of the custodial parent for the dependency exemption; 
therefore, the decree did not substantially comply with all the 
requirements of Form 8332 and the taxpayer could not claim the 
dependency exemption. Hanson v. Comm’r, T.C. Memo. 2012-
352.
 The taxpayer was divorced from a former spouse with whom the 
taxpayer had four children. Under the divorce decree, the taxpayer 
was given joint custody with the former spouse but the children 
lived with the former spouse most of the year. The divorce decree 
provided that, so long as the taxpayer remained current on child 
support payments, the taxpayer was entitled to claim the federal 
dependency exemption for the children and the custodial spouse 
was required to provide “any . . . declarations . . . required by 
federal . . . law to effect the parties’ intent.”  The taxpayer filed an 
income tax return claiming the children as dependents but did not 
attach a copy of the divorce decree or Form 8332. The custodial 
spouse did not provide an Form 8332 and claimed the exemptions 
for the children. The IRS denied the exemption for the children. The 
taxpayer submitted the divorce decree during the trial. The court 
held that, because the decree allowed the exemption for the taxpayer 
only if the taxpayer was current on child support payments, the 
decree failed to provide an unconditional release of the claim of 
the custodial parent for the dependency exemption; therefore, 
the decree did not substantially comply with all the requirements 
of Form 8332 and the taxpayer could not claim the dependency 
exemptions. Villagrana v. Comm’r, T.C. Memo. 2012-354.
 The taxpayer was divorced from a former spouse with whom the 
taxpayer had two children. Under an arbitration agreement included 
in the divorce decree, the taxpayer was given joint custody with the 
former spouse but the children lived with the former spouse most 
of the year. The arbitration agreement provided that, so long as the 
taxpayer remained current on child support payments, the taxpayer 
was entitled to claim the federal dependency exemption for one of 
the children but the agreement did not require the spouse to provide 
a Form 8332.  The taxpayer filed an income tax return claiming 
the child as a dependent and attached a copy of the arbitration 
agreement but no Form 8332. The IRS denied the exemption for the 
child. The taxpayer submitted the divorce decree during the trial. 
The court held that, because the arbitration agreement allowed the 
exemption for the taxpayer only if the taxpayer was current on child 
support payments, the agreement failed to provide an unconditional 
release of the claim of the custodial parent for the dependency 
exemption; therefore, the agreement did not substantially comply 
with all the requirements of Form 8332 and the taxpayer could not 
claim the dependency exemption.  Armstrong v. Comm’r, 139 
T.C. No. 18 (2012).
 DISASTER LOSSES.  On November 16, 2012, the President 
determined that certain areas in Delaware are eligible for assistance 
from the government under the Disaster Relief and Emergency 
Assistance Act (42 U.S.C. § 5121) as a result of Hurricane 
Sandy which began on October 27, 2012. FEMA-4090-DR.  On 
November 20, 2012, the President determined that certain areas 
in Maryland are eligible for assistance from the government 
under the Act as a result of Hurricane Sandy which began on 
October 26, 2012. FEMA-4091-DR. On November 26, 2012, 
the President determined that certain areas in Virginia are eligible 
for assistance from the government under the Act as a result of 
Hurricane Sandy which began on October 26, 2012. FEMA-
4092-DR.  On November 27, 2012, the President determined that 
certain areas in West Virginia are eligible for assistance from the 
government under the Act as a result of Hurricane Sandy which 
began on October 29, 2012. FEMA-4093-DR.  On November 
27, 2012, the President determined that certain areas in Alaska 
are eligible for assistance from the government under the Act as a 
result of a severe storm, flooding and landslides which began on 
September 15, 2012. FEMA-4094-DR.  On November 28, 2012, 
the President determined that certain areas in New Hampshire 
are eligible for assistance from the government under the Act as 
a result of Hurricane Sandy which began on October 26, 2012. 
FEMA-4095-DR. Accordingly, taxpayers in the areas may deduct 
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the losses on their 2011 federal income tax returns. See I.R.C. § 
165(i).
 DOMESTIC PRODUCTION DEDUCTION. The taxpayer 
was a farmer’s marketing and purchasing agricultural cooperative. 
The cooperative made payments to members and participating 
patrons for grain produced by the members and patrons which 
were qualified per-unit retain allocations because they were 
(1) distributed with respect to the crops that the cooperative 
stored, processed and marketed for its patrons; (2) determined 
without reference to the cooperative’s net earnings; and (3) paid 
pursuant to a contract with the patrons establishing the necessary 
pre-existing agreement and obligation, and within the payment 
period of I.R.C. § 1382(d). The IRS ruled that the cooperative 
was allowed to add back these amounts paid to members as net 
proceeds in calculating its qualified production activities income 
under I.R.C. § 199(d)(3)(C). Ltr. Rul. 201250009, Sept. 11, 2012.
 FIRST TIME HOMEBUyER CREDIT. The taxpayers, two 
individuals, had owned a principal residence which they sold in 
April 2007. Each taxpayer purchased a residence on the same lot 
in March 2009 and each taxpayer claimed a first time homebuyer 
credit for each house.  The taxpayers argued that the IRS was 
estopped from asserting that the taxpayers were not entitled to 
the first-time homebuyer credit for 2008 because an ordinary 
examination of the relevant tax documents (e.g., Form 1099-S) 
would have indicated that petitioners did not qualify for the credit. 
The court held that the IRS was not estopped from denying the 
credit. The court also upheld assessment of the accuracy-related 
penalty. The taxpayer argued that they had prepared their returns, 
and claimed the first time homebuyer credit, using tax preparation 
software; therefore, they acted in good faith in reliance on the 
software.  The court noted that, without evidence that there was 
a programming error in the software, the software was not a 
defense to the accuracy-related penalty.  The court upheld the 
penalty.  Morales v. Comm’r, T.C. Memo. 2012-341.
 HOBBy LOSSES. The taxpayer owned and operated a 
consulting activity to provide aerodynamic engineering services 
to the aviation and automotive industries and to government 
agencies and universities. Although the taxpayer created several 
designs for airplanes, no products were produced or sold.  The 
court held that the consulting activity was not engaged in with 
the intent to make a profit because the taxpayer (1) did not keep 
records of income and expenses, (2) had no business plan, (3) 
had no business bank account, (4) had no revenues from the 
activity, and (5) received much personal pleasure from the activity. 
Kutney v. Comm’r, T.C. Summary Op. 2012-120.
 INNOCENT SPOUSE RELIEF. The taxpayer and former 
spouse filed joint tax returns while they were married. The former 
spouse had significant income from a real estate business but the 
couple failed to pay all taxes owned during one year. The former 
spouse incurred significant expenses form a lawsuit related to the 
business and the taxpayer knew that the taxes were not going to 
be paid. The couple divorced and sold the family home, using the 
proceeds to pay the taxes owed. The taxpayer sought innocent 
spouse relief from payment of those taxes but the court denied the 
relief on the basis that the taxpayer knew that the taxes were not 
going to be paid when the return was filed. The court also denied 
equitable relief because the taxpayer did not experience economic 
hardship from payment of the taxes and provided insufficient 
evidence of any spouse abuse from the former spouse. O’Neil v. 
Comm’r, T.C. Memo. 2012-339.
 INSTALLMENT REPORTING. The taxpayer sold stock to 
the taxpayer’s company employee stock ownership plan (ESOP) 
in exchange for a promissory note. The taxpayer reported the 
gain from the transaction on the installment method. When 
the company’s financial condition deteriorated, the parties 
renegotiated the loan with the maturity date changing, a new 
obligor named and a decrease in the interest rate. The IRS ruled 
that the changes did cause a disposition or satisfaction of the loan 
and that no gain or loss was recognized by the changes.  Ltr. Rul. 
201248006, Aug. 30, 2012.
 MEDICARE TAX. The IRS has issued proposed regulations 
relating to Additional Hospital Insurance Tax on income above 
threshold amounts (Additional Medicare Tax), as added by the 
Affordable Care Act. The proposed regulations provide guidance 
for employers and individuals relating to the implementation of 
Additional Medicare Tax, the requirement to file a return reporting 
Additional Medicare Tax, the employer process for making 
adjustments of underpayments and overpayments of Additional 
Medicare Tax, and the employer and employee processes for filing 
a claim for refund for an overpayment of Additional Medicare 
Tax. 77 Fed. Reg. 72268 (Dec. 5, 2012).
 MORTGAGE INTEREST. The taxpayers, husband and wife, 
purchased two rural undeveloped tracts of land, originally using 
a loan. That loan was paid off when the taxpayers obtained a new 
mortgage loan on their personal residence. The taxpayers claimed 
a portion of the home mortgage interest on the Schedule C for the 
husband’s business, arguing that the business stored wood on the 
properties for the business. The court upheld the IRS disallowance 
of the deduction because the taxpayers failed to substantiate any 
connection to the business activities. The taxpayers also claimed 
a portion of the mortgage interest on a Schedule E relating to a 
condominium owned in another state, arguing that the condo was 
purchased with the intent to sell it at a profit after renovations. The 
court also upheld the IRS disallowance of the mortgage interest 
deduction for the condo because the taxpayer failed to show that 
the activity with the condo rose to the level of a trade or business. 
Rasmussen v. Comm’r, T.C. Memo. 2012-353.
 PARTNERSHIP
 SMALL PARTNERSHIP EXCEPTION. In Chief Counsel 
Advice letters, the IRS stated, “A tenancy by the entirety (TBE) 
partnership interest does not take you out of the small partnership 
exception because a TBE is not a pass-thru “person” with the 
meaning of section 6231(a)(9) and Treas. Reg. § 301.6231(a)(1)-
1(a)(2). See also I.R.C. § 7701(a)(1).” See Harl, “Where Would 
the ‘Small Partnership’ Exception be Advantageous?” 23 Agric. 
L. Dig. 185 (2012).  CCA 201251017, Oct. 17, 2012.
 PASSIVE INVESTMENT LOSSES. The taxpayer owned 
several rental properties but spent less than 750 hours on the 
activity during the year. The taxpayer treated all the properties as 
one activity. The court upheld the IRS determination that losses 
from the activity were passive and subject to the passive loss 
limitations.  Specks v. Comm’r, T.C. Memo. 2012-343
court also held that the theft loss was deductible in 2009 when the 
taxpayer’s hope for recovery was lost.  Halata v. Comm’r, T.C. 
Memo. 2012-351.
 TRAVEL EXPENSES. The taxpayer operated two businesses, 
a dentistry business and a music recording business. The taxpayer 
used a vehicle for both businesses and constructed a daily travel 
log from business receipts.  However, the log did not include the 
starting points and ending points for each trip, the purpose of each 
trip or the actual expenses incurred.  The court held that the log 
was insufficient to substantiate the vehicle expense deductions in 
excess of those allowed by the IRS. Efron v. Comm’r, T.C. Memo. 
2012-338.
 The taxpayer was a college professor who claimed employment-
related travel expenses for several trips in the U.S. and abroad which 
the taxpayer claimed were for the purpose of recruiting students for 
the university.  However, the taxpayer provided only trip logs which 
were constructed while preparing the taxpayer’s income tax returns. 
The court found the log insufficient to substantiate the expenses 
because the log was often unreadable and failed to provide the 
specifics of each trip as to the business conducted. Therefore, the 
court held that the expenses were disallowed to the extent disallowed 
by the IRS. Posluns v. Comm’r, T.C. Memo. 2012-332.
 WHISTLEBLOWERS. The IRS has issued proposed regulations 
which provide comprehensive guidance for the award program 
authorized under I.R.C. § 7623. The regulations provide guidance on 
submitting information regarding underpayments of tax or violations 
of the internal revenue laws and filing claims for award, as well as 
on the administrative proceedings applicable to claims for award 
under Section 7623. The regulations also provide guidance on the 
determination and payment of awards, and provide definitions of 
key terms used in Section 7623. The regulations confirm that the 
director, officers, and employees of the Whistleblower Office are 
authorized to disclose return information to the extent necessary to 
conduct whistleblower administrative proceedings. 77 Fed. Reg. 
74798 (Dec. 18, 2012).
IN THE NEWS
 PATENTS. The U.S. Supreme Court has granted certiorari in 
Monsanto Co. v. Bowman, 657 F.3d 1341 (Fed. Cir. 2011), aff’g, 
686 F. Supp.2d 834 (S.D. Ind. 2009) which involved a farmer who 
purchased soybeans from a grain elevator  and planted them without 
payment of the licensing fee. The soybeans were originally grown by 
several farmers and sold to a grain elevator which mingled patented 
soybeans with other soybeans from the grain elevator’s producers. 
Thus, the case is different from a farmer growing patented seeds 
and then saving some of the resulting crop seeds for planting future 
crops without payment of the licensing fee in that the resulting crop 
was sold to the elevator and resold to a third party.  The Federal 
Circuit Court of Appeals held that the third party also had to pay 
the licensing fee.
Agricultural Law Digest 7
 PENSION PLANS.  For plans beginning in December 2012 for 
purposes of determining the full funding limitation under I.R.C. § 
412(c)(7), the 30-year Treasury securities annual interest rate for 
this period is 2.80 percent, the corporate bond weighted average is 
5.07 percent, and the 90 percent to 100 percent permissible range 
is 4.56 percent to 5.07 percent.  Notice 2012-78, 2012-2 C.B. 785.
 REPAIRS. The IRS has issued amendments to temporary 
regulations (T.D. 9564, 76 Fed. Reg. 81060-01 [2012-1 C.B. 
614]) regarding the deduction and capitalization of expenditures, 
including repairs, related to tangible property.  The temporary repair 
regulations were originally scheduled to be effective for tax years 
beginning on or after January 1, 2012. The amendments change 
the applicability dates of the temporary regulations to taxable years 
beginning on or after January 1, 2014, while permitting taxpayers 
to choose to apply the temporary regulations for taxable years 
beginning on or after January 1, 2013. See Harl, “Temporary 
Regulations on Repairs, Depreciation and Capitalization,” 23 
Agric. L. Dig. 41 (2012). 77 Fed. Reg. 74583 (Dec. 17, 2012).
SAFE HARBOR IN TEREST RATES
January 2013
 Annual Semi-annual Quarterly Monthly
Short-term
AFR  0.21 0.21 0.21 0.21
110 percent AFR 0.23 0.23 0.23 0.23
120 percent AFR 0.25 0.25 0.25 0.25
Mid-term
AFR  0.87 0.87 0.87 0.87
110 percent AFR  0.96 0.96 0.96 0.96
120 percent AFR 1.04 1.04 1.04 1.04
  Long-term
AFR 2.31 2.30 2.29 2.29
110 percent AFR  2.55 2.53 2.52 2.52
120 percent AFR  2.78 2.76 2.75 2.74
Rev. Rul. 2013-1, I.R.B. 2013-2.
 SELF-EMPLOyMENT. The taxpayer was employed full time 
as a police officer and also worked nearly as many hours providing 
security for three companies. The taxpayer claimed the security 
services income as wages and did not pay self-employment taxes 
on that income.  The court held that the security service income was 
self-employment income because (1) the taxpayer retained sufficient 
control over the performance of services, (2) the taxpayer provided 
all equipment for the services, (3) the security services were not 
part of the three companies’ business, and (4) the companies did 
not provide any employee benefits or withhold any taxes. Specks 
v. Comm’r, T.C. Memo. 2012-343.
 THEFT LOSSES. The taxpayer gave money to a domestic 
partner who sent the money to a foreign bank as part of a fraud 
scheme perpetrated on the partner.  Because the fraud involved 
foreign parties, the taxpayer and partner could not track the money 
or discover who was behind the scam, except for their U.S. contact. 
The taxpayer made attempts to recover the money but was advised 
by an attorney that the pursuit of the claim would be expensive and 
likely fruitless. The discovery of the fraud occurred in 2007 but the 
recovery attempt was not halted until the legal advice in 2009. The 
court held that the taxpayer could claim a theft loss deduction for 
the money because the money was obtained through a fraud. The 
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 The Agricultural Law Press is honored to publish the completely revised and updated 
16th Edition of Dr. Neil E. Harl’s excellent guide for farmers and ranchers who want 
to make the most of the state and federal income and estate tax laws to assure the least 
expensive and most efficient transfer of their estates to their children and heirs.  This 
book contains detailed advice on assuring worry-free retirement years, using wills, 
trusts, insurance and outside investments as estate planning tools, ways to save on estate 
settlement costs, and an approach to setting up a plan that will eliminate arguments and 
friction in the family. Federal estate taxation has undergone great changes in recent years 
and this book sorts out these changes for you in a concise manner. FEBP also includes 
discussion of employment taxes, formation and advantages of use of business entities, 
federal farm payments, state laws on corporate ownership of farm land, federal gift tax 
law, annuities, installment obligations, charitable deductions, all with an eye to the least 
expensive and most efficient transfer of the farm to heirs.
 Written with minimum legal jargon and numerous examples, this book is suitable for 
all levels of people associated with farms and ranches, from farm and ranch families to 
lenders and farm managers. Some lawyers and accountants circulate the book to clients as 
an early step in the planning process. We invite you to begin your farm and ranch estate and 
business planning with this book and help save your hard-earned assets for your children.
Soft cover, 8.25 x 5.5 inches, 454 pages
Published May 2011
